Z DRAFT
Texas Racing Commission

Legislative Appropriations Request — FY2012 — FY2013
Administrator's Statement

The Racing Commission consists of a nine member policy-making board. Seven members
are appointed by the Governor with the advice and consent of the Senate to serve six-year
terms, and two are ex officio members, the Chair of the Public Safety Commission and the
Comptroller of Public Accounts.

Commissioners Term Expires Hometown
Rolando Pablos, Chair 10/03/2007 — 02/01/2013 San Antonic
Robert Schmidt, M.D., Vice Chair  11/16/2007 — 02/01/2011 Fort Worth

G. Kent Carter, D.V.M. 02/19/2004 - at pleasure of Governor  Caldwell
Ronald F. Ederer 07/17/2007 — 02/01/2013 Fair Oaks Ranch
Scott Haywood 11/24/2009 — 02/01/2015 Austin

Gloria Hicks 11/09/2007 — 02/01/2011 Corpus Christi
Vicki Weinberg 04/08/2009 - 02/01/2015 Colleyville

Ex Officio Members

Thomas Clowe, Designee for Chair Public Safety Commission Waco

Susan Combs, Comptroller of Public Accounts Austin

I. Overview

The Racing Commission continues to provide strict regulation of the racing industry in
Texas. Texas currently has seven operational racetracks located throughout the state.
These tracks host more than 2.1 million patrons for approximately 575 days of live racing of
horses and greyhounds. The agency staff participates in the presentation and oversight of
live racing throughout the year including regulation through veterinarian services staff,
stewards and judges, and law enforcement investigators. While the industry is
experiencing a decline, the agency continues to license more than 12,688 active racing
participants. The agency also uses complex computer systems to monitor more than $394
million dollars wagered at the tracks annually. '

All agency regulatory efforts are made to protect the health, safety and welfare of every
racing participant, including race animals, and to protect patrons from any illegal, dishonest,
or corrupt activities that may occur. Racing is a complicated industry, with complex
regulations to administer, as racing participants, stakeholders, and local communities seek
the significant financial benefits available through the development of the industry.

Il. Sunset Review and Recommendations to the 82nd Legislature

Though the LAR’s FY 12-13 budget and measure projections are based on current law, it is
important to note that the agency once again is undergoing Sunset review. A productive
Sunset review process, which began in the summer of 2007, resulted in a number of
Sunset recommendations to the 81st Legislature; however, the Commission was one of five
agencies whose Sunset legislation failed passage. Governor Perry called a Special
Session in July 2009 to continue the five agencies until 2011.  The bill passed during the
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Special Session limits the Sunset Commission’s review to the appropriateness of
recommendations to the 81st Legislature but authorizes the Sunset Commission to include
any other recommendations it considers appropriate. And, concurrent with the substantive
statutory changes inherent in a Sunset bill, are the associated costs of implementing those
changes.

The Sunset Commission report concluded that the Commission is well-managed and is
currently meeting its mission, but is increasingly challenged because the Racing Act has
not kept pace with changes in the industry — specifically the decline in wagering and
overall industry profits. According to the report, the significant decline has resulted in
increasing limitations on the Commission’s ability to oversee racetrack license holders,
ensure adequate racing facilities, and respond to changes in wagering technology.

The Sunset Advisory Commission voted on its recommendations to the 81st Legislature in
July 2008, and the majority of the recommendations did not have a significant fiscal impact
to the agency with the exception of Recommendation 1.1. This recommendation would
require TXRC to review all racetrack licenses no less then every five years and states that
the Commission “should institute a staggered schedule that allows for an abbreviated, yet
complete review...” However, because each racetrack license will have different
substantive issues for review and will require different emphasis in analysis, an abbreviated
review is not realistic. Consequently, the Commission is currently estimating that three
additional FTEs and all associated costs would be needed in order to conduct the
recommended review. Although the agency would incur costs, there would be no impact to
the state’s General Revenue Fund presuming the Commission institutes fees to racetracks
to cover the review costs. '

ill. Significant External Challenges

The racing industry continues to be in a state of flux and the future is uncertain. The
industry is subject to varying types of competition, ranging from the expansion of gaming
and racing opportunities in neighboring states to unregulated sources of competition such
as online gambling and unregulated racing. While the Sunset recommendations address
some of these types of competition, such as prohibiting unlicensed entities that conduct
online or phone wagering from accepting wagers placed by Texas citizens, it is not clear
what the long-term effect will be on the Texas racing industry.

Due to the significant uncertainty, the Sunset Commission has recommended that the next
Sunset review of the agency occur in six years instead of the standard 12 years.
Recommendation 3.1 states that “this would allow the Legislature the opportunity to re-
evaluate the Commission’s role in regulating a declining industry at that time.” It also states
that “the Commission may need additional tools to again readjust to a further decline or a
revived industry.”

In the short-term, and as reflected in this LAR, the agency continues to allocate resources
as efficiently as possible as well as work with racetracks to ensure that agency regulations
are both fair and cost-effective.

111.C.2

o:\budget-appropriations\073010administratorstatementtocommissioners.docx



IV. Significant Changes in Provision of Services

The agency constantly must rebalance its regulatory priorities to address the industry’s
decline and changing business plans. For example, on July 14, 2010, Manor Downs, the
oldest pari-mutuel track in the state, notified the Commission of its intent to close. On July
25, 2010, Manor hosted its last day of simulcasting. With little notice, people lost their jobs.
To wager legally, local fans now must travel some distance. Both the horse and greyhound
industries have lost a source of revenue that funds purses. And to the best of its ability,
staff has had to adjust this appropriations request to recast a best estimate at its future
needs.

In an effort to stem the industry decline, tracks are proposing a considerable reduction in
the race date calendar. By reducing race dates, the tracks anticipate an increase in daily
prize money to become competitive with the money available in other states throughout the
region. With additional prize money, the tracks expect to maximize the quality of racing
participants. An improved product will increase the value of the simulcast signal of Texas
tracks in other states. The tracks believe that all these factors together will help fo limit
further industry decline.

However, there are several inactive racetracks that could begin operation. Before any of
these racetracks may open, the agency must review the plans, monitor the construction,
and give final approval before the track may begin racing, training or wagering. Once a new
racetrack begins simulcasting and live racing, the Commission will require up to an
additional five FTEs to effectively regulate the wagering and racing.

With such uncertainty in the industry and the difficulty in predicting racing calendars, the
Commission is again requesting appropriations authority through the riders described in the
next section.

Additionally, it is no secret that the industry will pursue expanded gaming opportunities at
tracks and the authorization of Advanced Deposit Wagering (ADW). ADW involves bets
placed both through telephone-based interactive voice response systems and through the
Internet. Using an ADW company, individuals set up accounts to wager using a credit or
debit card. Expanded gaming at tracks and/or the authorization of ADW could mean
significantly expanded racing calendars and increased interest in opening tracks which
currently are not up and running. Any legislative action to authorize expanded gaming at
tracks and/or ADW also would have significantly regulatory implications requiring additional
staff at the agency and a modified salary structure for current staff.

V. Prioritized Exceptional Iltem Requests

All four of the exceptional items requested correspond to either new or existing riders that
provide sufficient appropriation authority and flexibility for the Commission to meet a variety
of regulatory scenarios based on industry changes - including the opening of new tracks,
the reactivation of closed tracks, and the potential for additional race dates beyond those
estimated for FY11-12. Below are the prioritized items and their descriptions:

1. Greyhound Live Performances Beyond Base Estimates Rider. This request
would give the agency sufficient appropriation authority and FTEs to staff and
regulate live greyhound performances granted, if any, beyond the estimated live
performances included within the base appropriation authority and the inactive
greyhound racetrack rider.
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2. Horse Live Race Days Beyond Base Estimates Rider. This request would
give the agency sufficient appropriation authority and FTEs to staff and regulate live
horse race days granted, if any, beyond the estimated live horse race days included
within the base appropriation authority and the new horse racetracks rider.

3. Live and Simulcast Race Calendar Estimates. This request would establish
the live and simuicast race day estimates in each fiscal year of the biennium for the
base appropriation authority to staff and regulate three greyhound racetracks
conducting 328 performances of live racing and 837 days of simulcast racing, and
four horse racetracks conducting 223 days of live racing and 1,295 days of simulcast
racing in each fiscal year of the 2012-13 biennium.

4. Criminal History and Background Checks. For 14 years (since 1996), DPS
has invoiced the agency for processing fingerprints for renewal applicants at a rate
of $15. This methodology has been the basis for the agency’s appropriations request
each biennium ($50,000 in FY2010-11). However, DPS has recently begun invoicing
the agency for all applicants’ fingerprints processed, both renewal and new, at a rate
of $34.95, $15 for DPS processing and $19.95 for FBI processing.

VI. Supplemental Schedule - 10% Biennial Base Reduction Options
Listed below is a summary of the biennial base reduction options. It is important to note
that more than half of the Racing Commission’s appropriation is statutorily dedicated pass-
through revenue to the Texas-Bred Incentive Program administered by the state’s breed
registries. Of the Commission’s remaining portion of the operating budget appropriation,
over 80 percent is devoted to staff salaries. in order to comply with the reduction options
requirement, the Commission proposes the following reductions to both the pass-through
revenue and to agency staff:

1. Texas Bred Incentive Program. The schedule reflects a $1 million biennial
reduction in appropriation authority for the Texas-Bred Incentive Program. The
money for this strategy is generated by wagers at Texas racetracks and is passed
through the Commission to the official breed registries, which in turn pay out awards
to Texas owners and breeders of race animals.

2. License/Regulate Racetracks. The schedule reflects a reduction of 1 FTE in
support staff and approximately $76,800 for the biennium.

3. Supervision and Conduct of Live Races. The schedule reflects a reduction of
1 FTE and approximately $114,479 for the biennium. This reduction in staff is
comprised of 1 State Judge position located at greyhound racetracks.

4. Occupational Licensing. The schedule reflects a reduction of 1 FTE and
$67,034 for the biennium. This reduction will reduce the licensing technicians at two
racetracks by .5 FTE.

5. Monitor Wagering and Audit. The schedule reflects a reduction of 3 FTEs and
$244 714 for the biennium. This reduction in workforce will not affect the agency’s
service population, however, it will affect the agency’s ability to have an auditor
onsite to oversee the pari-mutuel wagering at the racetracks.
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6. Information Resources. The schedule reflects a reduction of 1.5 FTEs and
$170,927 for the biennium. This reduction in workforce will not affect the agency’s
service population, however, it will affect the agency’s response to information
resource questions and programming for the agency’s technology needs.

VIl. Changes to Exempt Positions

In its August 2008 Classification Study of Exempt Employees, the State Auditor's Office
recommended reclassification of the Executive Director position from Group 2 to Group 3 in
the Schedule of Exempt Positions. The report recommended further the following salary
ranges: base between $92,600 and $106,500; market competitive between $106,500 and
$125,000; and performance between $125,000 and $145,600. Such a reclassification
would properly align the Executive Director's salary with the responsibilities of overseeing
the compliance and regulation of a large and complex industry.

ViIl. Background Checks: Statutory Authority and Agency Rules and

Procedures
Statute and Rules:
The Commission has statutory authority to conduct background checks from two sources:

1) Government Code, Sec. 411.96 — authorizes the Commission to obtain from DPS
criminal history record information that pertains to persons appointed to the Commission,
applicants for employment by the commission, and applicants for a license under the Texas
Racing Act.

2) Texas Racing Act, Sec. 5.04 — authorizes the Commission to obtain any criminal history
record information maintained by DPS or the FBI that relates to each applicant for
employment by the Commission and to each applicant for a license issued. Authorizes the
Commission to refuse to recommend an applicant who fails to provide a complete set of
fingerprints.

The Texas Rules of Racing are codified in Title 16, Part 8 of the Texas Administrative Code
and require background checks on both applicants for a racetrack license (Sec. 309.4) and
applicants for an occupational license (Sec. 311.3). Both sections require that: 1) a
licensure applicant must submit with the application documents a set of fingerprints in a
form prescribed by DPS; 2) not later than 10 days after TxRC staff takes the fingerprints,
the fingerprints must be forwarded to DPS; and 3) TxRC must obtain a criminal history
record from DPS for each individual who submits fingerprints.

Agency Process

To obtain a license, each applicant must complete a basic application, submit fingerprints
for a criminal history background check, and pay a licensing fee. The agency sends all
fingerprints electronically to DPS for processing. DPS electronically forwards the
fingerprints to the FBI for processing. The Commission’s transition to electronic
fingerprinting has shortened the amount of time it takes to receive criminal history
information from DPS and the FBI.

Currently, Commission staff re-fingerprints each occupational licensee and obtain a new
FBI background check at the three-year renewal mark. Between renewal periods, TxRC
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investigators rely on updates from DPS which alert the Commission if a licensee is arrested
in Texas.

The process that the Commission currently uses may require substantial change in the
near future. Recently, DPS has altered the amount for which it is invoicing the agency. In
the past, DPS invoiced the agency for DPS checks of license renewal applicants. Now,
DPS is invoicing the agency for all DPS and FBI new license applicants and applicants for
license renewal. This change results in significant additional costs. In fact, the agency
projects background costs to increase from $25,000 per year to $292,331 per year.

At this time, an increase in fees would be a burdensome regulatory cost to an industry in
decline. Based upon a Sunset recommendation, in December 2008, the Commission
changed the agency rule regarding the time frame for submission of fingerprints from every
5 years to every 3 years. This rule change, along with the installation of electronic
fingerprint systems at the race tracks, allows for more up-to-date information on licensees
during the renewal process. It also means the Commission can deny the licenses of
potentially dangerous applicants in a much shorter time frame. This more frequent
background check process has been beneficial to both agencies’ efforts to protect the
public's safety. Considering the new costs, the Commission may return to the five-year
fingerprint renewal rule.

IX. Method of Finance

Throughout its history, the Commission typically has not received general revenue; rather it
normally is entirely funded by the regulated industry and dedicated portions of wagers. In
2009, however, the Commission documented that fluctuations in cash flow caused by
industry events and a statutory change that affected the timing of revenue collection
throughout that particular year created need for a cash base in the dedicated account.
Through the supplemental appropriations bill of the 81st Legislature, the agency received
General Revenue Funding of $348,525. Through the legislative appropriations process, the
Commission received $1.5 million in General Revenue Funding for the FY 2010-2011
biennium. This relief, which assisted the agency in regulating a declining industry, was
obtained through a rider in the agency’s appropriations.

Still, the Commission is self-leveling — meaning that it is permitted to generate only enough
to operate the agency — and the agency will exercise its authority to raise the funds
necessary to cover the requested appropriations for FY2012-FY2013.

X. Summary

The agency and the industry face many challenges. It is the Commission’s job to regulate
a form of entertainment and recreation that is also a very large and complex business. [t is
the agency's mission to ensure that pari-mutuel racing is safe, honest and fair for all
participants. Approval of the legislative appropriation request — baseline budget, rider
authorization requests, and exceptiona! items — will allow the Commission to continue
providing effective and efficient regulation of this industry.
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Texas Racing Commission Legislative Appropriations Request
Summary of Exceptional Items Request for FY 2012-2013
82™ Regular Session

Priority

FY 2012
Request FTE’s

FY 2013
Request | FTE’s

Biennium
Total

Item

Greyhound Live Performances

Beyond Base Estimates Rider $60,937 0.8 $60,937 0.8 $121,874

Justification: This request would give the agency additional appropriation authority and FTE’s to staff
and regulate live greyhound performances granted, if any, beyond the estimated live performances
included within the base appropriation authority and the inactive greyhound racetrack rider.

Horse Live Race Days Beyond
Base Estimates Rider $92,323 1.0 $92,323 1.0

$184,646

Justification; This request would give the agency additional appropriation authority and FTE’s to staff
and regulate live horse race days granted, if any, beyond the estimated live horse race days included
within the base appropriation authority and the new horse racetracks rider.

Live and Simulcast Race
Calendar Estimates $0.0 0.0 $0.0 0.0

$0.0

Justification: This request would establish the live and simulcast race day estimates in each fiscal year
of the biennium for which the base appropriation authority to staff and regulate three greyhound
racetracks conducting 328 performances of live racing and 937 days of simulcast racing, and four horse
racetracks conducting 223 days of live racing and 1,295 days of simulcast racing in each fiscal year of
the 2012-2013 biennium.

Criminal History Checks and
Background Checks $292,331 0.0 $292,331

0.0 $584,662

Justification: Since 1996, DPS has invoiced the agency for processing fingerprints for renewal
applicants only at a rate of $15. This methodology has been the basis for the agency’s appropriations
request each biennium (FY2010-11 — $50,000). However, DPS is now invoicing the agency for all
applicants’ fingerprints processed, both renewal and new, at a rate of $34.95, $15 for DPS processing
and $19.95 for FBI processing.

New Appropriation Request

$445,591 1.8 $445,591 1.8 $891,182

in.c.11
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